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SUBJECT: Partial Conformty of Exenpt |law to Federal Law

SUMVARY

This bill would elimnate California s “stand al one” Revenue and Taxation Code
sections relating to exenpt organizations and conform*®“by reference” to the
Internal Revenue Code sections relating to exenpt organizations. The net effect
is no change to the present California exenpt terns and concepts.

EFFECTI VE DATE

This bill would becone effective January 1, 2001, and woul d apply as of
January 1, 2001

LEG SLATI VE H STORY

SB 2176 (2000) contains several of the Franchise Tax Board s |egislative
proposal s, including the proposal contained in this bill.

SPECI FI C FI NDI NGS

Current federal law in IRC Section 501 |lists the various types of organizations
that are exenpt from taxation under federal law. |RC Section 502 defines a
"feeder organization." |RC Section 504 provides for the status of an

organi zation after it ceases to qualify for exenpt status because of substanti al
| obbying or political activities. |RC Section 4911 inposes an excise tax on
exenpt organi zations that expend a specified excess anount for the purpose of

i nfluencing | egislation.

Current state law in Revenue and Taxati on Code (R&TC) Sections 2370l1a through
23701z lists the various organizations that, upon application and approval by the
Franchi se Tax Board, are exenpt fromtaxation under the Bank and Corporation Tax
Law. The descriptions of 15 different organi zati ons exenpt fromtax under
California law are, with m nor exceptions, the sane as the descriptions of 15
organi zati ons exenpt fromtax under federal law. R&TC Section 23702 is
substantially the same as | RC Section 502, which defines a "feeder organization."
R&TC Section 23704.6 is substantially the sane as | RC Section 504 relating to the
status of an organi zation no | onger exenpt because of its political |obbying
activities. R&TC Section 23740 uses definitions contained in | RC Section 4911,
but does not conformto the excise tax inposed on excess expenditures to

i nfluence | egislation.
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California s conformty to the above itens is thus achieved through “stand al one”
| anguage that is substantially the sane as parallel provisions of federal |aw

This bill would conform California exenpt organization terns and concepts to the
| RC exenpt organizations statutes by reference to the federal enunerated sections
and subsections. This bill would preserve the present |aw differences between
state and federal exenpt law. The anmendnents to California | aw proposed by this
bill are non-substantive and woul d not change California | aw

Pol i cy Consi derations *

Conformng to federal ternms and concepts by reference would clarify that
federal and state laws related to exenpt organizations terns and concepts
are the sanme where the current R&TC | anguage is substantially identical to
current federal |aw, thereby reducing potential confusion in this area.

The change would be in keeping with the spirit Section 19582 of the
Taxpayers' Bill of Rights, which requires the Franchi se Tax Board to ease
t axpayers' conpliance burden by allow ng taxpayers to utilize figures from
their federal tax return in the preparation of their California return

Techni cal Consi der ati ons

The bill contains two typographical errors. On page 12, line 23, the word
“pubi c” should be “public” and on page 16, line 7, the citation “Section
50l1a(c)(3)” should read “Section 501(c)(3)".

FI SCAL | MPACT

Depart nental Costs

Because the bill would make only technical anmendnents, the bill would only
require nodification to the forns and would not significantly increase
departnental costs.

Tax Revenue Esti mate

This bill would not inpact revenue.

BOARD POSI TI ON

On Decenber 16, 1999, the Board agreed to sponsor the | anguage contained in this
bill.



